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drocarbons Limited’s common stock. 
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FINANCIAL AND OPERATING HIGHLIGHTS 


FINANCIAL 


Net earnings 


Funds from operations (excluding depletion on 
limited term oil and gas leases) 


Gross revenue 
Dividends on common shares 


Per common share: 
Net earnings 
Cash dividends 

March 
September 
Long term debt 


Total assets 


Average number of common shares outstanding 


OPERATING 


Propane and butane-gallonage 


Gasoline and other petroleum products—gallonage 


Natural gas-mcf 
Electricity-kwh 
Number of employees 


Number of common shareholders 


Gallonage figures are expressed in terms of Canadian gallons. 


1975 


$ 6,860,000 


12,051,000 
301,200,000 
1,282,000 


1.22 


125 
125 


66,845,000 
214,101,000 
5,129,680 


212,799,000 
248,464,000 
18,723,000 
54,257,000 
2,745 

2,904 


1974 


4,881,000 


11,212,000 
246,147,000 
1,282,000 


83 


£125 
e125 


67,670,000 
204,047,000 
5,129,680 


220,531,000 
220,814,000 
16,854,000 
49,515,000 
2,540 

2,963 


I ______ 


The Company, Canadian Hydrocarbons Limited, operating through subsidiaries is principally engaged in the marketing 
of propane, gasoline and light and residual oils; refining of petroleum products; operation of natural gas utilities; oper- 
ation of an electrical utility; manufacture and supply of forest products; pipe and steel fabrication; interests in producing 


oil and natural gas properties; and exploration for and development of oil, natural gas and other minerals. 


TO THE SHAREHOLDERS 


Net earnings after tax for the year 
ended December 31, 1975 amounted to 
$6,860,000 compared with $4,881,000 in 
1974. This is equivalent to $1.22 per 
common share compared to $ .83 per 
share in the prior year, an increase of 
47%. 


Funds from operations, excluding 
depletion on limited term oil and gas 
leases, amounted to $12,051,000 in 1975 
compared with $11,212,000 in 1974. 
Gross revenue in the latest year rose 
to $301,200,000, an increase of 22% 
over the $246,147,000 attained in 1974. 
While a significant portion of this 
increase was a reflection of inflation, 
volume sales from existing operations 
were up substantially and operations 
of Rogue Valley Plywood Inc. and 
Thompson Pipe and Steel Company 
were included for a full year. 


Capital expenditures for internal 
growth amounted to $9,360,000 in 1975 
compared with $11,729,000 in the prior 
year. In addition to this $1,534,000 was 
devoted to the exploration program of 
Canadian Homestead Oils Limited 
during the year. Total assets at 
December 31, 1975 amounted to 
$214,101,000 compared with 
$204,047,000 a year earlier. 


Total long-term debt including current 
maturities at December 31, 1975 
amounted to $71,796,000, of which 
$14,247,000 was represented by bank 
production loans. These production 
loans are repayable for the most part 
out of net production revenues from oil 
and gas leases and royalties. 


Dividends of $1,877,000 were paid in 
1975; $1,282,000 on common shares, 
$595,000 on preferred shares. 


PETROLEUM PRODUCTION, 
MARKETING AND REFINING 


Revenues from Canadian marketing 
and refining activities during the year 
amounted to $140,615,000, a 24% 
increase over the $113,488,000 recorded 
in 1974. This substantial increase in 
Canadian sales reflects the continuing 
effect of inflation as well as the 
Company’s increased activities in the 
petroleum market. 
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Total volume of all petroleum products 
marketed by the Canadian operations 
in 1975 amounted to 278,422,000 
gallons, a 2.6% increase over the total 
volume sold in 1974. This was 
accomplished despite a decrease of 
3.7% in LPG sales resulting primarily 
from government controls on export 
sales. 


The anticipated decline in LPG sales in 
the Alberta market due to the 
Provincial Government’s rural 
gasification program was not as severe 
in 1975 as had been expected. 
Increased sales activities in all areas 
added gallonage that served to offset 
the erosion that did materialize. 
Further volume losses of LPG to 
natural gas can be expected in Alberta 
in 1976 as the government program 
continues. 


Gasoline and refined products sales 
increased by 18.6% to 91,274,000 
gallons due primarily to increased 
sales activities in Ontario and Quebec. 
Considerable growth was experienced 
in the Ontario market with the opening 
of two new combination LPG and 
gasoline distribution facilities at 
Stratford and Peterborough. In 
addition, a petroleum division has been 
established in the Southern Ontario 
marketing area and is now serving 
over 30 dealer accounts. The 
“Canadian” brand name has been 

well accepted in these areas and a 
continued expansion program and 
additional volumes are planned for 
this area. 


During 1975 the Company’s transport 
fleet was upgraded and expanded. 
This program which has resulted in 
increased efficiencies and additional 
revenues, will be extended in 1976. 


The continuing increase in the cost of 
crude oil and refined products 
together with interim price controls 
and freezes implemented by Provincial 
governments cut into profit margins 
during the year. The Federal 
Anti-Inflation program and the delay 
in passing through increased costs 
that will inevitably be incurred will 
make 1976 an extremely difficult year. 
To overcome this situation the 


Company has instituted a stringent 
cost control program throughout the 
entire Canadian marketing organization 
and the results of the program to date 
are most encouraging. 


In the United States gross revenues 
from the Company’s petroleum 
marketing and refining operations 
totalled $76,388,000, an 18% increase 
over the $64,964,000 recorded in 1974. 
Here, as in the Canadian operations, 
the increase reflects additional sales 
volume as well as the effects of 
inflation. 


The total volume of LPG, gasoline and 
other refined petroleum products sold 
in the United States in 1975 amounted 
to a record 182,841,000 gallons, a 7.6% 
increase over the prior year. Gasoline 
and other refined product sales 
increased 9% to 157,191,000 gallons as 
a result of planned inventory 
reductions and the sale of additional 
purchased products. 


Costs of crude oil and other petroleum 
products continued to increase during 
the year which resulted in reduced 
profit margins expressed as a 
percentage of sales. However, to the 
extent permitted by the marketplace 
and by the various regulatory bodies 
concerned, these increases were 
passed through in the form of 
increased selling prices, thus 
minimizing the reduction in gross 


margins expressed in cents per gallon. 
Management control emphasis during 
the year centred on improving 
operating efficiency and costs, and on 
the control of credit sales. These efforts 
were successful in counteracting the 
serious operating cost increases that 
resulted from continuing inflation. 


The Company’s three refineries in the 
United States processed a total 
3,895,000 barrels of crude oil in 1975, a 
decrease of 13% from the 1974 level. 
This reduction in throughput resulted 
primarily from a shortage of crude oil 
supply. Dependable crude oil supply 
continues to be a critical factor and 
commands the closest attention of 
management on a day-to-day basis. 
Sales of refined products in the U.S. 
are expected to continue to increase 
with additional refined products being 
purchased as needed to serve the 
Company’s traditional marketing areas. 


Despite the fact that Federal price 
controls, allocation programs and 
decreasing crude oil supply continued 
to complicate operations, our United 
States marketing facilities operated at 
levels exceeding those of the prior year. 
The retailing program emphasized the 
upgrading of existing outlets rather 
than expansion of the number of 
outlets. Included in this program is a 
conversion of some older stations 
employing a multitude of trade names 


NET EARNINGS PER COMMON SHARE 
DOLLARS 


[i NET EARNINGS 
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LEGEND SHADED — GENERAL AREA OF PETROLEUM AND UTILITY OPERATIONS 


— REFINERIES AND PROCESSING PLANTS 


MAJOR FACILITIES AND DISTRIBUTION LOCATIONS 


FRANCHISES 

Gas 

Electrical 

PROPANE AND PETROLEUM 
PRODUCT OUTLETS 

Retail Outlets 

Consignee Operator Outlets 
Storage Points 

PROCESSING PLANTS AND REFINERIES 
FOREST PRODUCTS OUTLETS 
RAILWAY TANK CARS 
HIGHWAY TRANSPORTS 
Propane — Tractors 

— Trailers 

Petroleum Products 
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DELIVERY TRUCKS 
Propane 
Petroleum Products 


SERVICE VEHICLES 
EMPLOYEES 


CUSTOMERS 
Propane & Utilities 


MILES OF PIPELINE 
Transmission & Distribution 


PROPANE STORAGE FACILITIES 
Above Ground 
Under Ground 


310 
34 


613 
2,745 


253,543 


5,308 


49,000,000 
19,000,000 


to our “Vista” brand which has gained 
good acceptance throughout the U.S. 
Northwest. 


UTILITIES 


Sales of the gas and electric utility 
operations for the year amounted to 
$15,846,000 compared to $11,275,000 for 
1974, an increase of 41%. This 
improvement in sales reflects the 
increase in the number of customers 
served because of extensions, 
expansions and additions to the 
Company’s distribution systems, 
particularly in the rural areas of 
Alberta and in the City of Yellowknife. 
Increases in consumer rates resulting 
from the approval of new rates by the 
regulatory bodies in the various areas 
of the Company’s operations are also 
reflected in revenues. These higher 
consumer rates became effective at 
different dates throughout the year and 
for the most part provide for recovery 
of the increase in the unit price of 
purchased gas and purchased 
electricity. 


The volume of gas sold during 1975 
amounted to 16.4 billion cubic feet up 
8% from the prior year. Sales of 
electricity in the City of Yellowknife 
increased 10% to 54,257,000 
kilowatt-hours reflecting the 
attachment of larger customers. 


Capital expenditures for the utility 
operations during the year amounted 
to $6,837,000, The 1975 construction 
program was the largest one to date for 
the Company; 1,200 miles of 
transmission and distribution pipe were 
installed and at year-end the Company 
served 39,322 gas utility customers 
through 5,300 miles of pipe in 89 urban 
communities and 25 rural areas. The 
number of electricity customers in the 
City of Yellowknife increased by 2.4% 
to 2,610. 


EXPLORATION AND DEVELOPMENT 


At December 31, 1975 the Company had 
expended $10,500,000 under the 
exploration agreement with Canadian 
Homestead Oils Limited. As a result of 
these expenditures the Company now 
holds 1,820,358 shares of Homestead. 
This holding together with the 629,900 
shares owned by Castle Oil and Gas 
Limited, which is itself 84% owned by 
CHL gives the Company control of 41% 
of Canadian Homestead’s outstanding 
common shares. 


Under the agreement the Company 
will provide an additional $7,700,000 
over the next several years and will in 
return receive an additional 1,150,000 
common shares. Upon the completion 
of the entire transaction the Company 


| NET EARNINGS AND FUNDS FROM OPERATIONS 

(excluding depletion on limited term leases) 
MILLIONS OF DOLLARS 

| GE = NET EARNINGS 

25 FUNDS FROM OPERATIONS 
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Propane provides a reliable year-round power source to a remote Federal Government tele- 1971 1972 1973 1974 1975 
communications relay system in the far north. 


will control about 49% of the then 
outstanding common shares of Home- 
stead. 


Homestead has continued an 
aggressive exploration program in the 
Province of Alberta, concentrating its 
activity in the central plains area where 
a number of successful tests have been 
drilled.The prolific Rosevear area of 
Alberta continues to be the focal point 
for Homestead’s drilling activity with 
natural gas reserves being enhanced 
by two successful wells during the 
period. Drilling will continue in this 
region for purposes of field delineation 
and evaluation and construction of a 
gas processing plant is projected to 
commence in late 1976. Production 
from this source is expected in mid 
1978 and will significantly enhance 
Homestead’s financial results. 


In the State of Texas Homestead’s 
subsidiary, Canadian Admiral Oils Co. 
participated in the drilling of 14 wells, 
six of which were oil producers located 
in the north Tarzan prospect in Martin 
county, where a new pool oil discovery 
was made in May, 1975. Canadian 
Admiral’s interest is 7.8%. As 
development of this prospect 
continues, its importance as a source 
of revenue for Homestead is rapidly 
increasing. 


In the Arctic Islands, despite some 
decline in the tempo of drilling, 


PROPANE REVENUE 
MILLIONS OF DOLLARS 
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activity, important discoveries and 
extensions are still being made. 
Homestead, because of its extensive 
land holdings in this frontier region 
and because of its investment in 
Panarctic Oils Ltd. continues to benefit 
from them. The Hecla gas discovery on 
the Sabine Peninsula of Melville Island 
has recently been the scene of two 
successful tests, both of which bode 
well for Homestead’s holdings in the 
area. The Hecla C-32 well which was 
drilled one and a half miles north of 
permit 1832 (Homestead’s interest - 
37-¥2%) as a 4,400 foot test of the 
Borden Island sand formation has 
extended the eastern limits of the 
Hecla field by four miles, and 
significantly increased the reserves 
attributable to Homestead’s acreage. 
Eight miles offshore the Hecla P-69 
test drilled from an ice platform in 
450 feet of water, has reportedly 
encountered a new gas pool in the 
deeper Biorne sand. It is the first 
discovery in the Arctic Islands from 
this formation and indicates that the 
Hecla field could be productive from at 
least two geological zones. Another 
offshore probe N.W. Hecla W-25 is soon 
to commence drilling 15 miles out to 
sea in 1.000 feet of water. This test is 
intended to extend the Hecla field 
further to the west. 


On the eastern side of the Sabine 
Peninsula two additional gas wells 


Efficiency, economy and smartness are featured in the Company’s new Vista service stations 
that have greatly increased the volume of sales in the Pacific Northwest. 
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have been drilled in the past year that 
have served to further extend the 
limits of the Drake Point gas field. Of 
particular interest to Homestead was 
Panarctic et al E Drake I-55 which was 
drilled from an ice island 
approximately four miles east of the 
Company’s Drake Point holdings. The 
success of that well has added 
substantially to Homestead’s share of 
the reserves in the Drake Point field. 


In addition to its interest in exploration 
through its significant investment in 
Canadian Homestead, the Company 
has been involved in a modest 
exploration program in North Dakota 
and Montana through a wholly-owned 
subsidiary, Consolidated Crude Oil 
Company. The primary purpose of this 
program was to control reserves that 
would help to support the Company’s 
three refineries in those States. To 
date three discoveries have been made 
and although the Company’s interest 
is only about 25%, it does have a call 
on the total crude oil output of about 
400 barrels per day. The initial success 
of this program will mean that the 
ongoing exploration in this area wi!! be 
virtually self-financing. 


URANIUM 


During the year the Company disposed 
of its interest in two small uranium — 
mines in Colorado and the acreage in 


Utah. These mines were not profitable 
and the acreage was not considered 
to be prospective. 


The uranium exploration joint venture 
in Wyoming in which the Company has 
a 17.85% interest is progressing and 
additional preliminary research and 
development work on in situ solution 
mining techniques will be done in 
1976. The operator of the joint venture 
estimates the Company’s share of the 
thus far discovered potential in-place 
reserves amount to about one million 
pounds of U;Oxg. 


FOREST PRODUCTS 


In January 1975, the construction of the 
Rogue Valley veneer mill and wood 
chip plant at Medford, Oregon was 
completed. The coming into production 
of these facilities resulted in further 
integration of the plywood 
manufacturing facilities. The output of 
veneer exceeded expectations both as 
to quality and quantity. 


The year 1975 continued to be a 
difficult one for the lumber and 
plywood industry in the United States. 
The return of available mortgage funds 
and the decrease in prime interest 
rates did not result in the expected 
increase in housing starts. Inflationary 
building costs and the lack of 
significant political action or incentives 


GASOLINE, FUEL OILS AND OTHER 
REFINED PRODUCTS REVENUE 
MILLIONS OF DOLLARS 
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The Company's Utilities Division laid 1,200 miles of transmission and distribution pipe during 1975. 
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appears to have dampened the 
purchasing mood of the average 
potential house buyer, at least for the 
1975 construction year. An unexpected 
collapse of the world paper board 
markets resulted in substantial 
curtailments of wood chip production 
and even of total suspension of 
production in certain sectors of the 
industry. This general cut-back in wood 
chip production resulted in significant 
selling price decreases. Although 
selling prices and gross margins 
remained at depressed levels 
throughout 1975, the Company was 
able to increase sales through 
increased marketing efforts. 


PIPE AND STEEL DIVISION 


1975 was a record-setting year for 
Thompson Pipe and Steel Company in 
Denver, Colorado. Sales for the year 
amounted to $17,743,000, a 27% 
increase over the $13,917,000 recorded 
in 1974, 


During the year Thompson completed 
substantially all of the second facilities 
expansion program at its principal 
manufacturing location. This consisted 
of enclosing a major area for additional 
pipe fabrication and the provision of 
additional production equipment. This 
resulted in greatly increased efficiency, 
substantially expanded capacity, and 
far less vulnerability to delay caused 
by inclement weather. 


UTILITIES REVENUE 
MILLIONS OF DOLLARS 
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During the second half of the year 
Thompson installed an improved 
factory scheduling and labour 
measurement and control system. The 
purpose of this program was to further 
improve productivity of the Company’s 
labour-intensive operations. Although 
1975 income was not materially 
affected by the results of this effort, 
1976 operations are already realizing 
substantial positive financial benefits 
from the program. 


Prior to the end of 1975 Thompson 
embarked on another expansion that 
will result in a significant increase in 
its production capacity. The 
installation of a spiral pipe mill during 
the summer of 1976 will for the first 
time put the Company in automated 
manufacture of large diameter steel 
pipe. In addition to the increased 
capacity this project will result in lower 
raw material costs, more efficient use 
of labour and the release of existing 
production areas for the manufacture 
of higher margin items. It is expected 
that these new facilities will be on 
stream about September of this year. 


OUTLOOK 


The first quarter of 1976 has been 
unseasonably warm in all of the 
Company’s petroleum distribution 
areas, with the exception of the 
Province of Quebec. Historically this 
would have resulted in weak financial 


The veneer mill in Medford, Oregon completed by the Company in early 1975 is capable of 
producing about 2/3 of the veneer consumed by the Company's lay-up plant, also at Medford, 


Oregon. 
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results as the first and fourth quarters 
of the calendar year usually contribute 
the great majority of the Company’s 
annual earnings. However, indications 
are that the Company’s diversification 
program of the past few years is being 
effective as overall corporate earnings 
seem to be off to a good start in the 
first two months of 1976. 


The outlook for growth in petroleum 
products marketing in Canada is not 
particularly exciting. The rural 
gasification program in Alberta will 
result in a downturn in LPG sales in 
that Province that will probably about 
offset the increase in sales in the other 
provinces. On the positive side, 
however, we can expect to pick up 
considerable additional volume in the 
public utility sales in Alberta, and the 
cost reduction program instituted in 
the Canadian refined products 
marketing operation can be expected 
to improve profit margins on the stable 
sales volume. 


In the United States, although the 
supply of crude oil to the Company’s 
refineries is a continuing source of 
concern, everything possible is being 
done to ensure that the effect of the 
cut-back in Canadian crude oi! exports 
to the United States is kept toa 
minimum. Increased production of 
Naval Petroleum Reserve #1 in 
California with 25% of the production 
earmarked for small refineries is an 
encouraging factor. 


The forest products division has 
commenced 1976 in a stronger 
financial position than had been 
expected. While the demand for lumber 
and plywood is still very weak, prices 
have strengthened to a considerable 
degree. This division, which constituted 
a drain on earnings during 1975 has 
started 1976 making a positive 
contribution, however modest. This 
hoped for turn around appears to be 
occurring earlier than expected. 


Thompson Pipe and Steel Company 
faces a year of substantial change, and 
hopefully a year of further increases 

in profitability. The cost reduction 
program implemented in 1975 and the 
installation of the spiral pipe mill 
should make this division thoroughly 
competitive in the more difficult _ 
marketing environment that faces it. 


Canadian Homestead Oils Limited has 
already entered on a most exciting 
period of its development. The 
bringing into production of fields that 
have been discovered in the past two 
or three years will provide large 
increases in earnings and in cash flow. 
Homestead made its first positive 
contribution to Canadian Hydrocarbons’ 
earnings in 1975 and we expect this 
contribution will continue and increase 
in 1976 and future years. 


Although it is impossible in these times 
of severe government regulation to 
predict even the short-term future with 
any great accuracy, the Company does 
enter 1976 in a strong financial position 
and with excellent prospects for 
continued growth and improved 
profitability. 


RAYMOND A. RICH 
Chairman of the Board 


Lb PAUL M. MARSHALL 
WM arr AA, - President 


April 21, 1976 


A newly installed piece of production equipment receives final tune-up in a portion of the 
recently enclosed premises at the Thompson Pipe and Steel, North Washington Street plant. 
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CONSOLIDATED STATEMENT OF EARNINGS Years ended December 31, 1975 and 1974 


(thousands of dollars except per share figures) 


Revenue . 


Expenses 


Cost of sales 


Game) caNaDIAN HYDROCARBONS LIMITED and subsidiaries 


Operating, selling and administrative expenses . 


Interest and expense on long term debt 
Other interest expense . 
Depreciation and depletion . 


Minority interest in earnings of subsidiaries . 


Earnings before income taxes . 


Income taxes (Notes 1 and 2) . 


Earnings before equity in net earnings of affiliate . 


Equity in net earnings of affiliate . 


Net earnings for the year . 
Net earnings per common share 


(Based on average number of shares outstanding) 


See accompanying notes. 
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1975 


$301,200 


226,082 
42,906 
5,728 
1,920 
11,057 
294 


287,987 


13,213 


7,014 


6,199 


1974 


$246,147 


176,916 
S7133 
539) 
2,024 
12,561 
329 


234,360 


11,787 


6,868 


4,919 
(38) 


$ 4,881 
$ 83 


Caz) CANADIAN HYDROCARBONS LIMITED and subsidiaries 


CONSOLIDATED STATEMENT OF CHANGES In FINANCIAL POSITION 


Years ended December 31, 1975 and 1974 


(thousands of dollars) 


Funds Provided 
Funds from operations . 


Disposals of fixed and other assets 


Additional long term debt . 


Funds Applied 


Net investment in subsidiaries . 


Additions to fixed assets 


Dividends on preferred and common sieve 


Reduction of long term debt . 


Investment in Canadian Homestead Oils Limited 
Redemption of first and second preferred shares 


Other 


Increase (decrease) in working capital . 


Changes in working capital represented by 
Increase (decrease) in current assets 


Cash . es 
Short term neoreits 


Accounts and notes receivable 


Inventories 
Prepaid expenses 


Increase (decrease) in current liabilities 


Bank loans 


Accounts payable aie Haire erence ; 


Income taxes payable 


Current maturities of long term Hones 


Deferred income 


Increase (decrease) in working capital . 


See accompanying notes. 
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1975 


$16,203 
1,930 
13,710 
31,843 


9,360 
1,877 
14,546 
1,534 
163 
399 


27,879 
$ 3,964 


$ 3,729 
(3,231) 
10,022 
(3,492) 

(85) 
6,943 


1,352 
2,871 
(2,468) 
1,211 
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1974 


$16,521 
1,587 
7,758 
25,866 


3,250 
11,729 
1,887 
11,294 
739 
167 
339 


30,405 
$ (4,539) 


$ (692) 
24 
7,107 
14,818 
ilar 


22,014 


12,313 
9,384 
3,415 
1,144 

297 
26,553 
$ (4,539) 


Gel CANADIAN HYDROCARBONS LIMITED and subsidiaries 


CONSOLIDATED BALANCE SHEET December 31, 1975 and 1974 


(thousands of dollars) 


ASSETS 


Current 
Cash Bos 
Short term deposits . 
Accounts and notes receivable . 
Inventories (Notes 1 and 2) . 
Prepaid expenses . 


Investments (Note 1) 
Shares of Canadian Homestead Oils Limited (Note 3) . 
Other 


Fixed (Notes 1 and 4) . tn eee ee 
Less accumulated depreciation and depletion . 


Other 
Notes receivable from officer 


Debt financing and other deferred charges 
less amounts written off 


Cost of shares of subsidiaries over carrying value 
at dates of purchase (Note 1) . 


On behalf of the Board: 


RAYMOND A. RICH, Director 


PAUL M. MARSHALL, Director 


See accompanying notes. 
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1975 


$ 5,876 
9,667 
43,931 
23,659 
808 
83,941 


14,308 
1,480 
15,788 


157,010 
49,171 
107,839 


354 


1,047 


5,132 
6,533 


$214,101 


1974 


$ 2,147 
12,898 
33,909 
27,151 

893 
76,998 


12,264 
1,499 
13,763 


150,228 
- 43,726 
106,502 


354 
1,198 


Doe 
6,784 


$204,047 


LIABILITIES 


Current 
Bank loans ($14,593,000 secured) 
Accounts payable and accrued charges . 
Income taxes payable : 
Current maturities of long term debt (Note 5) : 
Deferred income 


Long term debt (Note 5) . 

Deposits . ee 

Deferred income taxes Oe l and 2). 
Minority interest in subsidiaries (Note 6) . 


SHAREHOLDERS’ EQUITY 
Capital (Note 7) 
Authorized 


250,000 542% cumulative redeemable first preferred shares, 


par value $20 


4,000,000 6% cumulative redeemable second preferred shares, 


par value $25 
14,000,000 common shares, no par value 


Outstanding 


211,455 first preferred shares, (1974 - 214,755) 
236,600 second preferred shares, (1974 - 240,500) 


5,129,680 common shares . 


Contributions in aid of construction (Note 1) . 


Retained earnings 


Commitments and contingencies (Notes 3 and 9) 
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1975 


$ 21,618 
32,858 
3,301 
4,951 
1,320 
64,048 
66,845 
505 
9,657 
(‘5,225 


4,229 
5,915 
24,236 
34,380 
9,307 
24,134 
67,821 


-$214,101 


1974 


$ 20,266 
29,987 
5,769 
3,740 
1,307 
61,069 
67,670 
524 
11,058 
GS 


4,295 
6,012 
24,236 
34,543 
4,866 
19,151 
58,560. 


$204,047 


Got) CANADIAN HYDROCARBONS LIMITED and subsidiaries 


CONSOLIDATED STATEMENT OF RETAINED EARNINGS 
Years ended December 31, 1975 and 1974 


(thousands of dollars) 


1975 1974 
Balance at beginning of year 
As previously: stated 22.0 tie ee epee oe oe $19,723 $25,156 
Deduct 
Deferred income tax adjustments and 
draw-downs’ (Notes#lsand!2).222 6 = i on 572 8,999 
As restated) 205) (AVR ae ee tn 19,151 16,157 
Add net earnings for-thesyear = 3 ee ee 6,860 4,881 
26,011 21,038 
Deduct dividends 
Preferred shares “xe ae apne ee a ne ee ers 595 605 
Common ‘shares x35 Sane ee) ee a 1,282 1,282 
1,877 1,887 
Balance at.end of year.) .tivsns 6 ee ee ee ee $24,134 $19,151 


See accompanying notes. 


AUDITORS’ REPORT 


To the Shareholders of 
Canadian Hydrocarbons Limited. 


We have examined the consolidated balance sheets of Canadian Hydrocarbons Limited and sub- 
sidiaries as at December 31, 1975 and 1974 and the consolidated statements of earnings, retained earn- 
ings, and changes in financial position for the years then ended. Our examination included a general 
review of the accounting procedures and such tests of accounting records and other supporting evi- 
dence as we considered necessary in the circumstances. 


In our opinion these consolidated financial statements present fairly the financial position of the 
companies as at December 31, 1975 and 1974 and the results of their operations and the changes in 
their financial position for the years then ended, in accordance with generally accepted accounting 
principles applied on a basis consistent during the years. 


Calgary, Canada. Vis QpArer. D2 dow 4 Aon. 


February 27, 1976. Chartered Accountants. 
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Ca CANADIAN HYDROCARBONS LIMITED and subsidiaries 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS December 31, 1975 and 1974 


1. 


Summary of principal accounting policies 
Consolidation 


The consolidated financial statements include the accounts of Canadian Hydrocarbons Limit- 
ed and its subsidiary companies and reflect earnings of subsidiaries since acquisition. United 
States dollar amounts have been translated to Canadian dollars on the basis that $1.00 U.S. equals 
$1.00 Canadian. 


Business combinations 


Companies acquired have been accounted for as purchases. Purchase prices have been al- 
located to assets based on appraisals and any remaining difference is recorded as “cost of shares 
of subsidiaries over carrying value at dates of purchase’. During 1974 the Company concluded the 
acquisition of Rogue Valley Plywood, Inc. and Thompson Pipe and Steel Company. 


Inventories 
Inventories are priced at the lower of cost (first-in, first-out) or replacement cost except for 
certain United States subsidiaries which price petroleum products on the last-in, first-out method. 
Net earnings for the year were increased by approximately $500,000 as a result of a liquidation of 

LIFO inventory quantities. 


Investments 
The Company accounts for its investment in Canadian Homestead Oils Limited by the equity 
method. Investments in other companies are recorded at lower of cost or market with income re- 
corded only as dividends are received. 


Fixed assets, depreciation and depletion 
Fixed assets are recorded at cost, which policy includes the full cost method of accounting 
for oil and gas properties. Depreciation is provided on a straight line basis at rates varying from 
2% to 25% which are designed to amortize the cost of the assets over their estimated useful lives. 
Amortization of contributions in aid of construction is provided in amounts that correspond with 
depreciation of the related assets. 
Oil and gas properties and royalty interests are depleted on a unit of production method based 
on estimated remaining reserves. Limited term interests in oil and gas leases are depleted over 
their remaining terms of up to two years. 


Income taxes 

The companies, with the exception of public utility subsidiaries, have, since 1969, accounted 
for income taxes by the tax allocation method whereby the income tax provision is based on the 
earnings reported in the accounts. Unrecorded deferred income taxes at 1969 are charged to re- 
tained earnings as draw-downs occur. 

Public utility subsidiaries record only income taxes payable in accordance with regulatory re- 
quirements. At December 31, 1975 unrecorded income tax reductions with respect to such sub- 
sidiaries in the current and prior years amount to approximately $1,695,000. 


Changes in accounting policies in 1974 


Tax allocation accounting 
In 1974 the Company adopted, retroactive to 1969, the practice of tax allocation. 1974 earn- 
ings were increased by approximately $1,860,000 as a result of this change. 


iy 


Inventory pricing 


In 1974 the Company adopted in certain United States subsidiaries the last-in, first-out method 
of inventory pricing of certain basic petroleum products. Prior to 1974 such inventories had been 
valued on the first-in, first-out method. This change reduced closing 1974 inventories by $2,587,000 
and 1974 net earnings by $1,284,000. 


3. Investment in Canadian Homestead Oils Limited 


At December 31, 1975 the companies held a total of 2,450,258 shares of Canadian Homestead 
Oils Limited representing 41% of the outstanding common shares of Homestead. At that date the 
quoted market value was $12,558,000 (market value February 27, 1976 - $14,089,000). 


Additional shares will be acquired under terms of an agreement commencing January 1, 1975 
between Canadian Propane Gas & Oil Ltd. (a wholly owned subsidiary) and Homestead, whereby 
Canadian Propane is committed to an expenditure of $9,212,000 and will receive as consideration 
one share of Homestead for each $6.67 so expended. Canadian Propane is required to expend an- 
nually a minimum of $1,500,000, but not more than $3,070,000 until the full commitment of $9,212,- 
000 has been met. In 1975 expenditures amounted to $1,534,000 and at December 31, 1975, $7,678,- 
000 is remaining under the commitment. 


At December 31, 1975 options granted by Canadian Propane were outstanding to officers and 
employees of Homestead to purchase 97,895 common shares of Homestead at prices ranging from 
$5.50 to $8.00 per share, exercisable on various dates to December, 1976. 


4. Fixed assets 
In Thousands 


1975 1974 
Customers’ installations . . . . Seat Vee eee $ 31,611 $ 31,649 
Transmission lines and distribution ‘systems ser cides tae 35,881 29,628 
Buildingsand- equipment See ee ee 35,703 32,391 
Refineries ‘and: gas: plants™2. (7a eee 11,073 10,823 
Automotive equipment ... . BaP ears toh ies 11,181 10,403 
Oil, gas and mining properties and equipment Saree te Th a 9,470 9,827 
Oil and gas royalties . . . gat eairs, taretca rae oes te OPE ht 7,099 7,099 
Limited term oil and gas leases . Pe ae Soc end, ear Sie ee, gee 10,009 13,613 
Land icc’ raed He Weg ae OR Sal oats nto Ree ae re gerne Ee pee 4,983 4,795 
157,010 150,228 

Deduct 
Accumulated depreciation ibe hts ON RG Ne Gee ag ae 37,011 32,178 
Accumulated{depletion’ 5... ies ee eee 12,160 11,548 
49,171 43,726 
$107,839 $106,502 


5. Long term debt 
In Thousands 


1975 1974 

Parent 

Convertible interest free promissory note due 1976... . $ 350 U.S. $3 S5008 US: 

7% Promissory Note Gue>I19S Lens eee ee 2,047 2,388 

9% Promissory Note die 21983 ye 3,800 4,275 
Subsidiaries 

8% to 10% Bank Loans due on various dates to 1979. . . . 4,784 U.S. 7,415: US. 

5% to 7% Promissory Notes due 1978 and 1980. . ... . 4,399 U.S. DOSSEULO: 
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In Thousands 


1975 1974 
6% to 642% Sinking Fund Debentures due on 
Varloussdates trom: 198] <toslL985ie $ 9,379 $ 9,988 
642% Sinking Fund Debentures due 1987. . ...... 2,742 U.S. 2 85225,5: 
774 mob roimissory Note due: 1989° 400 se 3,760 U.S. 3,840 U.S. 
5% Subordinated Debentures due 1989. . ....... 4,321 U.S. 4,490 U.S. 
104%: PromissoryNote due;1995 . 2) 9 ee 3,000 
5% Subordinated Notes due 1976 to 1990. ....... 4,702 U.S. 4,702 U.S. 
958% Sinking Fund Debentures due 1977 to 1991. .... 7,000 U.S. 7,000 U.S. 
858% Promissory Notes due 1993. .......... 4,455 4,500 
9.8% to 10.25% Bank Production Loans 
(secured by oil and gas properties) due 
Olvevallous Cates tov O804 ni eer ee hes ee 14,247 10,531 
Notes and mortgages, due on various dates. . ..... 2,810 3,546 
71,796 71,410 
Deduct current maturities included in current liabilities . . 4,951 3,740 
$66,845 $67,670 


Current maturities included in current liabilities do not include estimated repayments of bank 
production loans in 1976. Long term debt repayments, including estimated bank production loan re- 
payments, in each of the five years subsequent to December 31, 1975 are as follows: 


In Thousands 


Bank Production 


Loans Other Total 
INSPAS) 4: < BERR agi ee Cen eee ane ie ee mr eed $3,268 $4,951 $8,219 
OJ: meme ees eo ny Pe are Se YS eel es 170 5,489 5,659 
THOME ra! ERE pacha ae larch 206 8,273 8,479 
CO) Oman ee SP) Ae un aati gy er eS ee nee es 228 5,366 5,594 
POS mews tale ee recite IO 259 4,287 4,546 


Financing expenses are being amortized over the terms of the issues. 


Minority interest in subsidiaries 
In Thousands 


1975 1974 
Preferred shares of Great Northern Gas Utilities Ltd. . . .. $2,337 $2,425 
OIMeMmmeCOMDANICS Meme: cles ree lis Noite ine Ue ag 2,888 2,741 
$5,225 $5,166 


Capital 

Under provisions relating to the outstanding preferred shares, the Company is required to pur- 
chase annually for redemption $70,000 par value first preferred shares and $97,500 par value second 
preferred shares, if available on the open market, at prices not exceeding their par value. In addi- 
tion, the first and second preferred shares are redeemable by the Company at any time at prices 
not exceeding $21.10 and $26.50 per share respectively. 

To December 31, 1975 the Company has redeemed 38,545 first preferred shares of an aggregate 
par value of $770,900 (3,300 shares in 1975; 3,500 shares in 1974) and 23,400 second preferred shares 
of an aggregate par value of $585,000 (3,900 shares in 1975; 3,900 shares in 1974). Accordingly, under 
provisions of the Canada Corporations Act, consolidated retained earnings includes $1,355,900 des- 


ignated as “capital surplus”. 
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10. 


Under stock option plans adopted in prior years, the Company may grant options to officers 
and employees to purchase common shares. Generally, options are exercisable cumulatively at the 
rate of 25% annually beginning one year from date of granting and expiring five years from such 
date. 


Qualified Stock Non-Qualified Stock 
Option Plan Option Plan 
Shares Shares 
Price per Share Optioned Price per Share Optioned 

1974 
Options outstanding at pee Le $7.875-$12.00 TAS $10.625-$12.50 25,000 
Options granted a eae 7.50 20,000 
Non-qualified stock 

options converted to 

qualified stock options. ... . 8.00 18,000 10.625- 12.50 (18,000) 
Options cancellediai-as. ree 8.00 - 9.00 (4,000) 12.50 (4,000) 
Options outstanding December 31. . 7.50 - 10.00 1057125 10.625 3,000 
1975 
Options cancelled ayes.) ene 7.50 - 9.00 (18,800) 10.625 (1,000) 
Options outstanding December 31. . $7.50 -$10.00 86,325 $10.625 2,000 


At December 31, 1975, 134,375 common shares were reserved for the granting of options in the 
future under the Plan. 


The convertible interest free promissory note of the Company in the amount of $350,000 U.S. is 
convertible at any time to December 31, 1976 at the rate of $12.00 per share (see Note 5). 


Additional statutory information 


During the year the Company had fourteen directors and seven officers (1974 - eighteen direc- 
tors and seven officers) who received the following remuneration: 


As Directors As Officers 

(In Thousands) (In Thousands) 
1975 1974 1975 1974 
Erom, the -<Compamnyc ssc ace ere te ee ee Das $ 36 $331 $323 
From Subsidiaries ee 6 9 90 84 
$49 9 $45 $421 $407 


Two officers, who were also directors, received no remuneration in their capacity as directors 
of the Company. 


Commitments and contingencies 


In addition to the commitments outlined in Note 3, the companies have entered into long term 
contracts to lease certain assets at annual rentals of approximately $1,550,000, expiring for the most 
part over a term of twenty years from December 31, 1975. 


Under pension plans covering United States employees, the unfunded actuarial liability for past 
service costs amounted to approximately $610,000 at December 31, 1975, which costs are being 
charged to earnings over a period of thirty years. 


Anti-Inflation program 


The federal government passed legislation effective October 14, 1975 subjecting the Company 
and its Canadian subsidiaries to mandatory compliance with controls on prices, profit margins, 
employee compensation and shareholder dividends. The effects of controls on prices, profit margins 
and employee compensation are not yet clear as a result of interpretation uncertainties and the 
need to develop appropriate data from the companies’ records. 
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FIVE YEAR COMPARATIVE STATISTICS 


(thousands of dollars except equity per share and shares outstanding) 


Gea canadian HYDROCARBONS LIMITED and subsidiaries 


1975 1974 1973 1972 1971 
Workinggcapitales = ae 9. 2. S$ 19,893 $ 15,929 $ 20,470 $ 18,203 $ 20,493 
Funds from operations (excluding 
depletion on limited term leases) . . . . . 12,051 hil Baile 12,890 9,466 8,675 
Purchase of fixed assets (met) . . . ... . 7,430 10,142 18,508 14,013 18,998 
Fixed assets including cost of shares of 
subsidiaries over net book value. . ... . 112,971 111,734 108,643 94,439 89,241 
Lommes wetta): Klhe ss “a se oe ob) oo Ae Be 66,845 67,670 71,184 60,565 59,239 
EneterredeshalrcSa am aemar Ce nvuecur st Sn Qnw mers = 10,144 10,307 10,475 10,643 10,810 
Common shareholders’ equity. . . . ... . 57,677 48,253 43,318 39,865 39,011 
Common shareholders’ equity per share . . . . 11.24 9.41 8.44 8.01 7.86 
Number of common shares outstanding 
at year-end (thousands). . . ..... . 5,130 5,130 Sst) 4,974 4,964 


EARNINGS PER SHARE AND COMMON STOCK PRICE RANGE 


Earnings Per Share 


1975 
Quarter 
Cis ee a ne ey gh a eee $ .46 
Second . .09 
Third .14 
Fourth 8 


Mest Gilteh 5 «© 6 & B 0 @ o & 0 © 9S Oc Sileee 
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1974 


Common Stock Price Range 


(in dollars) 

1975 1974 
High Low High Low 
5% 3% 8% 7% 
63%4 5% 7% 6 
73% 5/2 638 3% 
6Y% 5%, 4% 35% 


fuah CANADIAN HYDROCARBONS LIMITED and subsidiaries 


FIVE YEAR SUMMARY OF OPERATIONS 


SUMMARY OF CONSOLIDATED STATEMENTS OF EARNINGS for the years ended December 31 


(in thousands of dollars, except where amounts are given on a per share basis) 


1975 1974 1973 1972 1971 
REVENU Ege ern > 30 1° 200 NS 24 O51 47aueS 196342 06 O Dom pl Ole a@ 
EXPENSES 
Cost--of sales <= <i caetey ee re ee 226,082 176,916 82,281 63,088 64,315 
Operating, selling and administrative expenses. . . . . 44,826 SYS) S7/ ZT MAG 23,084 20,022 
Interest and expense on long term debt . . ... . . 5,728 5) atS)7/ 4,344 SSO 2,819 
OXVoelEIsol Zine! GEEK 2 5 6 «0 6 » 6 a «© © 11,057 225 Oil) 5382 1e335 8,642 
Minority interest in earnings of subsidiaries. . . . . . 294 329 Pale 251 225 
287,987 234,360 129,392 101,294 96,023 
EARNINGS 
Earnings before income taxes ......... . 13e2is al FAST 8,950 562 5,247 
lneome: taxes; sere ee nea ae a 7,014 6,868 4,981 2,784 2,828 
Earnings before equity in net earnings of affiliate. . . . 6,199 4,919 3,969 2,578 2,419 
Equity in net earnings of affiliate. . . . . . .. . 661 (38) (328) (294) (280) 
Net: earnings 5505 ee ee oe eer ee 6,860 4,881 3,641 2,284 2 NSe 
Dividends on preferred shares . . . ...... ~. 595 605 614 624 634 
Net earnings applicable to common shares . . . . . . $ 6,265 $ 4,276 $ 3,027 $ 1,660 $ 1,505 
PER SHARE INFORMATION 
SelimlinyesS joer Common Sere. 6 » 6 «0 © «» » » » o & W272 & 8} & 60 §$ ass} SS .30 


DACKEIACKS ferslr Colman AM o o 5 6 0 ©» 5» o © ¢ .25 25 25) 25) 25) 


REVENUE BY LINES OF BUSINESS 


Gasoline and other petroleum products . . . . . . . $107,362 $ 81,044 $ 55515 $ 44593 $ 47,634 
Propane.> 23 ccs acento eee eee ae en 78,019 68,424 39,463 27,269 24,423 
NEG (aS @iel GieMehey co o » 0 6 6 o 8 © © © 15,846 e275 10,260 9,097 8,144 
Merchandiserand oth era Sal @simssesia arin anette nn 28,901 27,402 21,156 W247 14,002 
Iojmeis falmereliae GEES . 6 6 » © & o 8 o© & 8 © & 44,828 34,791 — = — 
Steel BproducteSales aurea sme amy ine me nm a 17,743 13,917 — — a= 
Income from limited term oil and gas leases. . . . . . 4,428 5,897 9,975 6,522 4,737 
Interesteandimothe rari COn Cine nente nnn nr nn nn nr 4,073 3,397 1,973 1,928 2,330 


$301,200 $246,147 $138,342 $106,656 $101,270 


Note: 


The information gives retroactive effect to income tax re-assessments, equity in net 
earnings of affiliate and tax allocation adjustments. 
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Gas CANADIAN HYDROCARBONS LIMITED and subsidiaries 


MANAGEMENT’S DISCUSSION AND ANALYSIS OF THE SUMMARY OF OPERATIONS 


This discussion and analysis of the summary of operations should be read in conjunction with the 
“Five Year Summary of Operations” and “Revenue by Lines of Business” included in this report. 


1975 Compared to 1974 


the 


Sales increased 24% in 1975. Gasoline and other petroleum products, propane and natural gas 
increases were due primarily to effects of higher selling prices. Forest products division experi- 
enced an increased demand for plywood in the latter part of the year as well as some increase 
in selling prices. Steel products division increase reflects sales for a full year of operations com- 
bined with an increase in demand for fabricated goods. 


Cost of sales increased 28% in 1975. Lower margins (sales less cost of sales) were experienced 
throughout most of the Company, especially in areas of operations where regulation has not 
allowed immediate pass through of product cost increases. Improvements in margins were 
primarily limited to the steel products division where demand has remained strong. 


Equity in net earnings of affiliate (Canadian Homestead Oils Limited) has shown a strong improve- 
ment largely due to increased earnings and to a successful exploration program during 1975 
which has added appreciably to Homestead’s oil and gas reserves. 


1974 Compared to 1973 


1 


Sales increased dramatically in 1974 due in part to the inclusion of acquisitions of Gold Rey Forest 
Products, Inc., Thompson Pipe and Steel Company, and Rogue Valley Plywood, Inc. Selling prices 
of the Company’s products experienced some significant increases, however, cost of products in 
turn were also increased significantly. 

Depletion on limited term oil and gas leases decreased in 1974 principally as a result of no new 
leases being acquired during the year and a generally lower level of leases outstanding. 

Net earnings increase reflects a general improvement in all operations of the Company as well as 
the contributions of recent acquisitions excepting those subsidiaries engaged in the forest products 
industry. 

In 1974 the Company adopted in certain United States subsidiaries the last-in, first-out method of 
inventory pricing for certain basic petroleum products as described in Note 2 to the financial state- 
ments. The effect of this change was to reduce 1974 net earnings by $1,284,000 or $.25 per share. 


1973 Compared to 1972 


il 


Sales increased substantially in 1973 due primarily to the acquisition of Quebec Propane Inc. ef- 
fective July 1. 

Depletion on limited term oil and gas leases increased as a result of a faster than projected payout 
of some leases combined with a generally higher level of leases outstanding. 

Increased net earnings reflected greater efficiency in both the Canadian and U.S. operations. Profit 
margins in petroleum products were maintained while operating, selling and administrative costs 
were improved significantly. ; 


1972 Compared to 1971 


r 


2s 


Profit margins showed some improvements as higher demand for products in the United States 
forced selling price increases. 
Interest costs on long term debt increased due to higher bank lending rates. 
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PRINCIPAL SUBSIDIARIES 


CANADIAN PROPANE GAS & OIL LTD. 


K. W. Larsen, 
Senior Vice President 


A. D. Friesen, 
Vice President and Corporate Controller 


R. H. Hipfner, 
Vice President Corporate Development 


J. R. Schaffer, 
Vice President Operations 


G. H. Smith, 
Vice President Supply 


GOLD REY FOREST PRODUCTS, INC. 


J. W. Anderson, 
President 


L. Van de Water, 
Controller 


M. L. Houghton, 
Assistant Secretary 


J. E. Rowbotham, 
Vice President and General Manager 
Rogue Valley Plywood, Inc. 


GREAT NORTHERN 
GAS UTILITIES LTD. 


R. C. Wharton, 
President 


E. W. Straus, 
Vice President Administration 
and Treasurer 


J. H. Pragnell, 
Assistant Treasurer 
QUEBEC PROPANE INC. 


J. L. Pinault, 
President 


A. D. Dussault, 
Vice President Petroleum Division 


J. P. Kanner, 
Controller 


Crean, CANADIAN HYDROCARBONS LIMITED 
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THOMPSON PIPE 
AND STEEL COMPANY 


D. B. Bruns, 
Vice Chairman 


R. R. Ament, 
President 


R. E. Gilmor, 
Vice President Engineering 


D. R. Severns, 
Vice President Production 


J. W. Ziegler, 
Vice President Marketing 


R. S. Fankhauser, 
Controller 


THUNDERBIRD PETROLEUMS, INC. 


J. L. Olvey, 
Senior Vice President 


D. B. Bruns, 
Vice President Finance 


J. C. Peterson, 
Vice President Wholesale Marketing 


R. R. Ross, 
Vice President Retail Marketing 


L. W. Buechler, 
Controller 


AFFILIATED COMPANY 


CANADIAN HOMESTEAD OILS LIMITED 


B. W. Watson, 
President 


R. H. J. Elliott, 
Vice President Exploration 


A. G. Savage, 
Vice President Operations 


D. E. Wikant, 
Vice President and Treasurer 


Gaal, CANADIAN HYDROCARBONS LIMITED 
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